China has stunted the world with its two-digit or near-two-digit growth in the recent decades. This has been unprecedented in the past 200 years of the country's history, Mao's era of 1949 to 1976 included. In the process, China has overtaken Germany as the third largest economy in aggregates in 2008. Now, China has surpassed Japan and become the second largest economy in the world. The Chinese economy has been transformed from a poor and closed economy to an open one with a medium income on the world average. China's current economic structure in terms of employment pattern and urbanisation has been radically altered, too. Much of China's new growth has been generated by foreign trade. From 1978 to 2000, the total value of China's foreign trade increased explosively, (110 times, from RMB ¥35.5 billion to RMB ¥3,927.3 billion, current prices), faster than any other parameter of the economy. However, the question of sustainability looms large as China moves on. The growth of the economy has been based on heavy inputs of cheap labour, cheap materials and easily available foreign capital. So far, the Chinese industrial wage has been about one-tenth of the US level. In 2004, with over US$ 60 billion of foreign capital invested, China surpassed the United States and became the largest FDI recipient in the world. Any change in the relative prices among the three factors may slow China's growth down. Moreover, China has adopted a supply-driven model to sell its manufactures worldwide. These have made China highly depended on the world market for inputs (capital and materials) and output sales: it exports about 40 percent of its GDP and about 70 percent of the economy is linked to exports. As much as 90 percent of China's exports are manufactures. Unless the outside demand for China-made goods maintained at the same speed as China's exports, the market may no clear itself. Then China faces the problem of over-production, not to mention the environmental implications of an input-intensive model that China operates. Last but not the least, there is an issue of political stability in relation to the ongoing problem of social inequality and official corruption. It is not unheard of that inequality and corruption slow down economic growth. 'China exceptionalism' may not last for too long.
A. Introduction
A dark horse in recent global economic performance, China's fast growth and development in the past three decades has astonished the world not only because China's voluntary reopening for external trade and foreign investment but also due to the fact China's key internal socio-economic conditions, especially legal protection of property rights, were not considered ideal for growth and development by Western standards. China went on anyway. What have made China so successful are not entirely internal factors. This chapter argues that globalisation has been a crucial factor, including the demonstration factor for the forerunners of the Asian Tigers, the intake of foreign capital, technology, the sales of valueadded goods and services back to the world market. The term that China is the workshop of the world says it all. It is worth noting that economic openness was not new in China. As recent as the 1930s, China was an integrated part of the world economy. Fast growth was achieved in some sectors then. In comparison, China's growth failure during Mao's rule occurred when China embarked isolationism (called 'self-reliance') for ideological reasons. It was clearly a strategic mistake at the highest level.
B. To define China's miracle growth
In academia, the term 'miracle' began to be associated with fast growth in East Asia only in the 1990s when their total success in modernisation was sealed. 1 Japan and Asian Tigers were examples of such a growth. China's fast growth in the recent decades has alerted economists and government officials world-wide. After 2000, China was pulled on to the bandwagon. 2 Conventional wisdom often refers a miracle growth to a near-two-digit growth in a country's total GDP. It implies industrialisation and a certain degree of sustainability, often achieved under the state interference. However, the term has not been well defined for China. Firstly, attempts have been made, on and off, in China to industrialise since 1860 when the Westernisation Movement (yangwu yongdong) began, and certain pockets of China achieved seemingly impressive results (such as Shanghai and Manchuria by the 1930s or At the end of the 1930s, Shanghai allegedly housed 40 percent of China's modern industrial capital and 48 percent of China's financial capital, 76 percent of China's modern capital formation. 4 It also boasted of having 46 percent of China's modern industrial workers, 5 and 50 percent of China's modern industrial output. 6 However, all these figures look impressive only in isolation. The modern sector the economy claimed less than 10 percent of China's total output in value in the 1930s. 7 It did not increase much in the early 1950s (as of 1952, in RMB ¥billion): 8
Total GDP Traditional sector Modern sector 67.9 (100%) 62.8 (93%) 5.0 (7%)
In this context, Shanghai's share in China's GDP was about 2-5 percent (based on 3-10 percent GDP for the modern industry and Shanghai's share in the modern sector). 9 Our second evidence comes from Shanghai's employment pattern. The city's factory workers amounted to only 223,000 in the 1930s (and half a million in the 1950s). 10 Of them, 76 percent were employed in the textile sector (as in 1933). 11 The majority of them were women and children who were almost certainly illiterate. The sector had a total capital asset 3 C. F. Remer, Foreign Investments in China (New York: Macmillan, 1933 Politics, 1937 -1941 ' Journal of Farm Economics, 24/4 (1942 of only about 70 million silver yuan. 12 It mainly produced low-tech 'wage goods.' 13 In terms of labour productivity, Shanghai's modern workers produced 2.2-5.5 times of China's national average which is not overwhelmingly high. It is thus misleading to see Shanghai as China's national growth and development. To take the 'Nanjing Decade' of 1927/8 to 1937 as another example, the Decade undoubtedly marked a pro-business era. Chiang's government raised money by selling government bonds, worth 1.1 billion silver yuan in 1933. 14 They offered investors some hope for returns. It was also a period of vigorous GDP growth up to 9 percent a year, 15 not too far behind Japan. Moreover, the Nanjing government had ambitious long-term and medium term targets for agricultural and industrial outputs, modern tertiary education, and infrastructure. For example, graduates of technical degree courses were set at 2.7 million; rice; 756 million shi; wheat, 882 million shi; steel output, 28.5 million tons; coal, 515.9 million tons; cement, 70.7 million tons; and highways, 1.5 million kilometres. 16 But there are a few problems. Firstly, the Nanjing Decade growth lasted for just a decade and hence unsustainable while Japan's uninterrupted growth was at least half a century old since the beginning of the Meiji Era . 17 Secondly, evidence indicates that the growth actually started during the 1910s: China's 15 sample industrial items had year-byyear unbroken growth in value from 1912 to 1936, 18 and 16 main agricultural products held their yield records unbroken until 1957. 19 So, not all growth belonged to the Nanjing Decade. Moreover, there was no structural transition in the economy: the agricultural sector still employed the majority workforce and produced the lion's share of China's total GDP. 20 The last example is the growth under Mao's rule. According to the official growth rates, Mao's China was not too far behind the 'Asian Tigers' (annual GDP % growth for the Tigers but 'social total output value' for China): 21 Nianjian, 1992 (China Statistical Year Book, 1992 The problem here is that countries with over 70 percent of the population engaged in agriculture were historically pre-industrial, exemplified by Meiji Japan in 1872 (at 72 percent) and Tsarist Russia in 1914 (at 75 percent) and colonial India in 1901 (at 65 percent). 38 It is therefore very difficult to justify the claim that Mao greatly increased the degree of China's industrialisation. Inside the agricultural sector, growth stagnated (see Table 2 ). In addition, the Maoist economy had five cycles. Negative growth was not uncommon. The economy dropped as much as over 40 percent It becomes clear that to qualify a miracle growth the economy not only needs a fast increase in GDP but also a rapid structural change in its employment structure so that fewer and fewer people are employed by the agricultural sector. This only occurred after 1978. China's growth misfortune changed with Deng Xiaoping's reforms after 1978. If one takes 1978 as a turning point, the three decades prior to 1978 was a period of nominal fast growth which was followed by three decades of genuine fast growth. Deng's reforms in agriculture, industry and services were carried out with a combination of policy changes and institutional re-adjustments in order to revive producers' incentives and to unleash the power of the market economy. These reforms formed the antithesis to Maoism. The result was a miracle growth. Firstly, China's growth was accompanied by a market which by and large cleared itself most of the time until 2008. It means the wasteful practice of Maoism was a thing of the past. Deng Xiaoping's growth target of 'a GDP at 1,000 American Dollars per head' announced in 1980 was well accomplished. 42 Coupled with China's explosive GDP growth was the most rapid expansion in nonagricultural employment and urbanisation in China's long history. In the 1990s, rural industrial workers left in large numbers to cities. This led to most visible change of citybound migration that was persistently restricted during the Maoist era. There were both a 'pull factor' and a 'push factor' to make rural people so willing to leave land: (1) higher incomes in cities, and (2) a lack of private ownership over land in the farming sector. PostMao China became a textbook case for Arthur Lewis' dualism. 43 According to the 2000 national census, conservatively 88 million of rural people had moved to cities, accounting for a quarter of the rural workforce of the time. 44 The real figure was likely 40 percent higher. 45 China's landscape of urbanisation changed. foreign companies (including those of Hong Kong and Macao) hired only 6.4 million workers (vis-à-vis 24.1 million hired by the rest of the private sector). 57 Now, after three decades of reforms, coastal China has changed beyond recognition. China's world ranking jumped from obscurity to prominence in terms of foreign trade volume, FID intake, total GDP and so forth. So much as the notion of G2, or 'ChinAmerica', has been on the lips of journalists and politicians around the world.
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C. China's growth limits
However, China's relatively smooth take-off after 1978 did not come without problems. These problems are structural, environmental and social. They set growth limits for China in the near future. First of all, much of China's growth success has come from trade. From 1978 to 1990, China's average annual growth rate in trade was over 15 percent, much faster than China's GDP growth. 58 Such a growth strategy was copied from post-war Japan and the Asian Tigers. These economies were considerably smaller than China at the time they moved towards industrialisation. The implication was that these countries would not shift the global supply curve outwards by a large margin before achieving their goal of industrialisation. In other words, these countries would not change the general equilibrium in the world economy even with their high export propensity. In fact, the Japanese economy has not been as exportoriented as one might think. Currently, Japan exports less than 15 percent of its GDP. China's reforms have undoubtedly created a large and open economy. Conservatively, the country exports 40 percent of its GDP and even a great percentage of its GDP depends on overseas sales. It simply means that China's production has been geared towards the global market. This was preferable in the beginning when the outside world generated strong and steady demand for cheap goods made in China, commonly known as the 'demand shock' or a 'demand-driven model'. With outside demand, the value of China's total GDP simply would not have been fully realised. The size of the potentially unrealised value is not trivial. If we take China's current US$ 2 trillion foreign reserves as the country's net exported GDP value and hence China's net total added value, roughly China created new value worth US$ 67 billion (or US$ 52 per head) a year on average over the last 30 years. And, this amount had to be sold overseas. But it will be naïve to assume that such a demand-driven model will last for ever for a large economy. As China has become rapidly industrialised, it has shifted its Production Possibility Frontier. This is presented in Figure 1 where the original Point a stands for Maoist economy which operates inside the original Production Possibility Frontier (Curve I), 59 considering the commonly agreed wastes and damages associated with Maoism. The new frontier is set up (Curve II) to allow China to catch up with the Western productivity with much higher output. This has been completely rational in relation to China's domestic growth performance.
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Fig. 1. China's Shifting Domestic Production Possibility Frontier
However, as China keeps progressing that way, it inevitably shifts the global supply curve outwards and hence changes the original demand-driven model to a 'supply-driven model'. This is shown in Figure 2 where we hold the global aggregate demand curve (D) constant. China's ever-growing export may shift the global aggregate supply curve from S 1 to S 2 and hence upsets the global general equilibrium. Although the aggregate goods traded increase from q to q´, wages and profits of Chinese producers will suffer and the growth will slow down (a drop from p to p´). Anecdotally, since the 1990s there have been constant complaints about malevolent and throat-cutting competition and vanishing profit margins in China's exporting firms. This is simply because the capacity of any market is limited at any given time. The global market is no exception. Imperially, such a supply-driven model is not sustainable in the long run. We can make the model more dynamic with technological improvement and price elasticity. The result may well be similar. In the following diagram (Figure 3) , the supply curve shifts from S-S 1 to S-S 2 with technological improvement while the demand curve shifts spontaneously from D-D 1 to D-D 2 with price elasticity when cheaper goods are available. Even so, the enlarged quantity with lowered price per unit of goods may eat into the profit of the supplier unless new technology kicks in. The shaded area represents a loss of the total revenue for the producer. As a result, a great many firms go broke and unemployment increases. This has been the case in coastal China since the 2008 global credit crunch. Currently, China is responsible for about only 15 percent of the global GDP and 7 percent of the global trade. It may not yet face the supply-driven challenge as a whole. However, certain signs suggest that such a challenge looms large for China. A good example was the sudden drop of China's export by a third since the last quarter of 2008. Although it is a shift in the global aggregate demand since the 2008 credit crunch, conceptually, it produces the same impact. In other words, the current global financial crisis is a dress rehearsal for China's future should the economy stick to the 'large-and-open' structure with high dependence on export. There is the real possibility that eventually the world market may not clear itself after China, the New Big Boy, joined in. Conceptually, China's accumulative US$ 2 trillion foreign reserves show the same problem of a chronic lack of domestic purchasing power among the ordinary citizens. Similarly, China's current stimulus package worth RMB ¥4 trillion clearly shows the domestic consumption gap vis-à-vis China's output capacity. To a great extent, China domestic market has already been at the mercy of the afore-mentioned supply-driven model. To put it bluntly, the key to China's problem is its export-oriented industrialisation necessarily requires China to over-produce goods and services beyond its own consumption capacity. The solution for China is not to produce more but to radically change the current distribution and re-distribution pattern among the less privileged social strata perhaps à la an EU model of secured citizens' entitlement and social security. The second factor which sets growth limits for China has to be the environment including production inputs of materials and pollutant emissions. Admitted, China is not yet a leader in modern technology. On the other hand, it will be unrealistic to assume the West will altruistically pass on to China the state-of-art technology. As a result, China's miracle growth in the past three decades has been based disproportionately on relatively backward but cheap technology by the Western standards. China's ultra-cheap labour, which costs one-tenth of that in Europe and the United States as we speak, 60 is comfortably overcompensates the deficiency of the relatively cheap technology that is currently in use in China. The Soviet type of energy-wasting infrastructure inherited from Mao's time played a part. It is not so surprising that in 2006 to produce US$ 1 worth GDP China needed three times more energy than the global average, 61 which has determined China's excessive appetite for global resources. China's relative lax in environmental restrictions has been a promoter of such a practice, too. To support such a wasteful system of production has already made China one of the largest importers of resources (minerals and raw materials such as iron ore, copper, oil, wheat, and cotton) while the economy has not yet fully industrialised. The externalities of China's high input growth pattern have been unprecedented pollution in air, water, soil and noise together with deforestation, soil erosion, encroaching desert, acid rains and dust storms to increasingly threaten Chinese quality of life as well as the gain from each unit of GDP produced. Notoriously, of the ten most polluted cities in the world six are Chinese. China's current status is the Number One polluter of greenhouse gases in the world. This was done after China passed numerous laws to protect the environment: Law of Environmental Protection, Forestry Law, and Law on Water Pollution Control and so forth. The effectiveness of these laws has yet to be tested. 62 China is now regarded as a country in a deep environmental crisis which has inevitably discounted China's GDP achievements. 63 The current dilemma that China faces is how to maintain fast growth and still in compliance with China's global environmental responsibility; or how to become industrialised without becoming at the same time a global liability. With China's current GDP fetish and China's inherent energy-intensive production model, a clash with environmental protection is predictable. The current financial crisis has already provided trade protectionism a new lease of life. China's environmental track record will almost certainly be used against China's exports which will in turn slow down China's growth. The question is not 'if' but 'when'. In a broader sense, the environmental problem also includes materials that China needs to import to fuel its growth, such as minerals, timber, oil and, increasingly, food. These materials are all related in one way or another to environmental issues. Even if they were environmental damage-free, the fact that China has shifted the global demand for them means higher prices for China's imports. Such prices will to a great extent cancel out China's advantage with cheap labour in global trade. The impact will be the same: to slow China's growth down. The last factor is social. The very reason for China to become so export dependent has been China's limited domestic demand. This is one of the legacies of Maoism. It is commonly known that under Mao's rule about a quarter of China's annual GDP was scooped away for capital investment hand in hand with very strict sumptuary control over ordinary people's basic consumption by comprehensive draconian rationing. 64 As a result, 'ordinary citizens possess little more than basic furniture, clothing, bedding and cooking utensils.' 65 In the 1960s to 70s, China's national Engel's coefficient stayed at 0.7, meaning that 70 percent of income was spent on food. 66 This was worse than the record for the 1920s and 30s when Engel's coefficient in China's six northern provinces was lower than 0.6, 67 comparable with Britain, Japan and India at that time. 68 It was officially recognised that by 1978 about half of China's population lived under the official poverty line. 69 After the reforms, Mao's anti-consumption approach was abandoned and ordinary Chinese consumption increased. In 1990, food ration ended for the first time after four decades. 70 People's consumption increased 400 percent from 1980 to 2000 (352 percent for the rural sector). 71 Ordinary people's material life was also increasingly modernised: household consumption of electricity increased near 10-fold from 1983 to 2000. 72 By 2000, only three percent of China's population still remained under the official poverty line. 73 In this regard, Deng Xiaoping's reforms did a good job in eradicating absolute poverty. But relative poverty has not only continued but also highly visible and escalated. China domestic consumption growth continuously falls behind China's GDP growth and export expansion by a considerable margin. In 2003, the Ministry of Labour and Social Security began to experiment on the minimum wage. But China's current wage rate, which affects 20 to 45 percent of all workers, is not enough to make both ends meet in most regions. Of China's 31 provincial units, only 2 have the low living costs with which the minimum wage allows workers to make a living (as in 2006). 74 It means that workers need a second wage to survive. The inadequate wages for the working class now coincide with China's dangerously high Gini coefficient at about 0.5 from a low base level of 0.3 when the reforms began. 75 This is clearly unacceptable. On top of that, the income gap between China's coast and interior, between the urban and rule sectors, and between managers and workers, has been steadily widened. Public resentment is already common. Unless China reverses this trend, social unrest will increase to jeopardise social stability on which growth heavily depends. This problem is further complicated by the entrenched interest group that is closely associated with the sectors under state political and economic monopoly, and by the widespread disease of official rent-seeking and corruption which can be traced back from the dual-track pricing system when the reforms began. It has been estimated that from 1978 to 2000 a total of RMB ¥15,037 billion were embezzled, equivalent to China's GDP of 1998 and 1999 put together. 76 The annual total corruption revenue amounted to ¥650-800 billion (as in the 1990s) with the following breakdown: ¥400 billion illegally collected as fees and dues; ¥200-300 billion extracted from state-private sectoral arbitrage; and ¥50-100 billion embezzled from state-own enterprises. 77 There was also annual money laundry of ¥200 billion. 78 Disturbingly, from 1978 to 2000, the number of corruption cases increased 22 percent a year, many times faster than China's GDP growth; and China was ranked one of the top 20 most corrupt countries in the world in 1999. 79 Chinese officials have been deeply engaged with corruption. From 1978 to 1998, 2.4 million communist party members were found guilty of corruption of various types and over 400,000 were sentenced. It is worth noting that over 70 percent cases were related to stateowned enterprises. Alarmingly, official corruption has become increasingly organised. In 2000, an Amoy-based network involved several hundred party officials. In 2001 a Shenyangbased network also involved 16 local party bosses and one hundred lesser officials. In 2002, a Tangshan-based network of embezzlers was made of 40 local party bosses. 80 An increasing number of corrupt officials have escaped overseas to avoid justice. By 2004, 4,000 officials took refuge in other countries with an aggregate of US$ 50 billion booties. 81 Many enterprises have been wrecked by official corruption. So, disability may come from the bottom as well as the top of society.
C. Final remarks
China's post-1978 growth was unprecedented in Chinese history. It has already produced a range of remarkable results in the economy. Today, its impact can be felt all over the world. China may have finally passed the point of no return in its pursuit of industrialisation and modernisation. On the other hand, China has increasingly become a victim of its own success. The largeand-open model to produce for exports will inevitably hit a ceiling which is determined not by how much China can produce but how much the global market can absorb. The supplydriven model cannot be sustainable in the longer run. Internally, the combination of China's ultra-cheap labour with relatively cheap technology has certainly delivered some results. But it is by no means an efficient mode of production over the long run. The mounting environmental costs may eventually remove the value-adding capacity of China's cheap labour. Then the engine of China's miracle growth may stall. The most serious threat is the social factor. Historically, unless the general public benefitted in tangible ways from the growth that they contributed to, the producers' incentives to produce more and better and investors' incentives to invest more and wider would stop at certain point and hence slowed down the growth. In this regard, China's future growth may not be as certain and rosy as one might imagine unless systematic efforts are made to address those issues that set growth limits for China in the next few decades to come. This will be the colossal challenge to China's decision-makers and economic operators. In other words, globalisation functions only as one factor in a matrix of factors that dictate China's future. Further growth in China will depend increasingly more heavily on the country's internal conditions. 
